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LANE KOLLEN, being first  duly sworn, deposes and says: 

I am a Certified Public Accountant with over ten years of accounting experience in 

the electric utility industry. I have testified on accounting matters before utility 

regulatory commissions in Louisiana, Kentucky, West Virginia, Connecticut and Minnesota. 

My experience also includes performance of numerous studies concerning the tax 

treatment of cancelled plant. 

I have reviewed LG&E's calculation of the present value of revenue requirements 

accompanying the cancellation of Trimble County. Exhibit 1 is a copy of LG&E's 

calculations. The  Company's result indicates that  i n  the event of cancellation of 

Trirnble County LG&E would collect $381 million in present worth revenue requirements 

on the plant over the amortization period. 

I have found several serious errors in their  calculation. First, LG&E incorrectly 

assumed the loss on Trimble County would be writ ten off  for  tax purposes a t  a 34% rate. 



This is incorrect because LG&E would have been required to carryback its loss on 

Trimble County to prior tax years, when the higher 46% federal tax rate would have 

been in effect. As a result, LG&E substantially understated the tax savings and 

overstated the  revenue requirements associated with the  cancellation of the plant. 

Second, LG&E neglected in its calculation of the first year of revenue 

requirementsto deduct from rate base the deferred taxes created by the Trimble County 

tax loss. This is incorrect because LG&E assumed there would be no current  year (1987) 

utilization of the abandonment loss and no carryback to the years 1984-1986 fo r  the 

remainder of the abandonment loss not utilized in the current year. Consequently, there 

should have been a deduction fo r  the deferred taxes from rate base in the f i r s t  year as 

well as subsequent years. 

Third, LG&E assumed a full year return on the Trimble County investment during 

the f i rs t  a n d  last years of the amortization period. However, LG&E also included one 

half year of CWIP in rate base in the cancellation case, thereby including one and  one- 

half year of return on Trimble in the cancel case dur ing the initial year of the study. 

This is clearly in error. 

Exhibit  2 is a copy of the Trimble County amortization assuming corrected tax 

treatment. T h e  results yield a total present worth of revenue requirements in the  cancel 

case of only $276 million, some $105 million less than assumed in all of LG&E's 

cancellation studies. 

Exhibit  2 provides for  a full return of and on the cancelled Trimble County 

investment. Consequently, there would be no writeoff fo r  LG&E under the provisions of 

SFAS-90 (Regulated Enterprises - Accounting for Abandonments and Disallowances of 



Plant Costs). 

Based on this information it is my conclusion that: 

1. LG&E has overstated the costs associated with the cancellation option in its 

studies by $105 million on a present worth basis. 

2. The 35 year write-off with return proposed by KIUC is in conformance with 

generally accepted accounting principles and would not result in any reported 

loss to shareholders. 

Lane Kollen 

State of Georgia 
County of Fulton 

2 

Notary Public 

My commission expires: 

Notary Public. Georgia. State a! Large 
My Commission Erpiies August 21. 1939 
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ASSUWPTIOHS --. - - -  
Cost of  C a p i t a l  Weighted Incremental  Tax B e n e f i t  of  W r i t e - o f f  ($000) 

R a t i o  Cost Cost Cost TAX IWCWE TAX TAX FEDERAL STATE 
Debt 47.00% 9.75% 4.58% 9.75% V/O ------------- WRITE-OFF ---- - - - - - - - - -  - - -----  -------- -------- RATE WRITE-OFF BENEFIT T A X  RATE TAX RATE 

P r e f e r r e d  8.00% 8.00% 0.64% 
E q u i t y  45.00% 13.752 6.1% Current  Year 

T o t a l  100.00% 11.41% 9.75% 1987 101,510 44.350% 101,510 45,020 LO. OOX 7.25% 
A f t e r - t a x  9.63% 5 . 9 R  Loss Carry  Back 

1984 101.396 49.240X 101.396 49,927 46.00% 6.00% 
A m o r t i z a t i o n  Per iod:  35 years  
Tax Rate: 38.785% 
T o t a l  C a r c e l l a t i o n  Costs: 387,122,000 

RESULTS 
UPV o f  Rev- Requirements 276,061,914 

1985 
1986 

TOTAL 

U m r t  i z e d  Accunulated Baiance 
Cancel led Tax D e f e r r e d  D e f e r r e d  I n c l M  i n  

year P l a n t  Amort iza t ion  W r i t e - o f f  Incane Tax lncane Tax Rate Base ------  ------------ ------------ ------------  ------------ ------------ -. 
1 387,122,000 5,530,314 387,122,000 184,111,366 186,564,060 200,557,940 
2 381,591,686 11,060,629 (5,330,402) 183,898,859 197,692,827 
3 370,531,057 11,060,629 (5,330,402) 178,568,457 191,962,600 
4 359,470,429 11,060,629 (5,330,402) 173,238,056 186,232,373 
5 348,409,800 11,060,629 (5,330,402) 167,907,654 180,502,146 
6 337,349,171 11,060,629 (5,330,402) 162,577,252 174,771,919 
7 326,288,543 11,060,629 (5,330,402) 157,246,851 169,041,692 
8 315,227,914 11,060,629 (5,330,402) 151,916,449 163,311,465 
9 304,167,286 11,060,629 (5,330,402) 146,586,047 157,581,239 

I 0  293,106,657 11,060,629 (5,330,402) 141,255,645 151,851,012 
11 282,046,029 11,060,629 (5,330,402) 135,925,244 146,120,785 
12 270,985,400 11,060,629 (5,330,402) 130,594,842 140,390,558 
13 259,924,771 11,060,629 (5,330,402) 125,264,440 134,660,331 
14 248,864,143 11,060,629 (5,330,402) 119,934,039 128,930,104 
15 237,803,514 11,060,629 (5,330,402) 114,603,637 123,199,877 
16 226,742,886 11,060,629 (5,330,402) 109,273,235 117,469,653 
17 215,682,257 11,060,629 (5,330,402) 103,942,833 111,739,424 
18 204,621,629 11,060,629 (5,330,402) 98,612,432 106,009,?97 
19 193,561,000 11,060,629 (5,330,402) 93,282,030 100,278,970 
20 182,500,371 11,060,629 (5,330,402) 87,951,628 94,548,743 
21 171,439,743 11,060,629 (5,330,402) 82,621,227 88,818,516 
22 160,379,114 11,060,629 (5,330,402) 77,290,825 83,088,289 
23 149,318,486 11,060,629 (5,330,402) 71,960,423 77,358,063 
24 138,257,857 11,060,629 (5,330,402) 66,630,021 71,627,836 
25 127,197,229 11,060,629 (5,330,402) 61,299,620 65,897,609 
26 116,136,600 11,060,629 (5,330,402) 55,969,218 60,167,382 
27 105,075,971 11,060,629 (5,330,402) 50,638,816 54,437,155 
28 94,015,343 11,060,629 (5,330,402) 45,308,415 48,706,928 
29 82,954,714 11,060,629 (5,330,402) 39,978,013 42,976,701 
30 71,894,086 11,060,629 (5,330,402) 34,647,611 37,246,475 
31 60,833,457 11,060,629 (5,330,402) 29,317,209 31,516,248 
32 49,772,829 11,060,629 (5,330,402) 23,986,808 25,786,021 
33 38,712,200 11,060,629 (5,330,402) 18,656,406 20,055,794 
34 27,651,571 11,060,629 (5,330,402) 13,326,004 14,325,567 
35 16,590,943 11,060,629 (5,330,402) 7,995,603 8,595,340 
36 5,530,314 5,530,314 (2,665,201) 2,665,201 2,865,113 

84; 838 49.521% 84; 838 421012 46.00% 6.52% 
100,872 49.915% 99,378 49,605 46. OOX 7.25% 

11 .&I% 
Present Value 

Return  I n t e r e s t  Revewe (Using Pre-Tax Enbeded R a  
C n  E q u i t y  On Debt Income Tax Recpiremtnt Factor Rev R w  .---------- - - - - - - - - - - - -  - - - - - - - - - - - -  - - ----------  * - - - - - - - - - - -  


